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Chapter I
Unaudited Financial Statements
Unaudited financial statements may be used in a variety of 
ways. For example, they may be submitted to lenders or other 
grantors of credit, included in registration statements or other 
reports submitted to the Securities and Exchange Commission, or 
used solely within the issuer’s organization. The circumstances 
under which a certified public accountant may become associated 
with a client’s unaudited financial statements also vary depend­
ing, among other matters, on the terms of the CPA’s engagement.
In 1967, the committee on auditing procedure of the Amer­
ican Institute of Certified Public Accountants issued Statement 
on Auditing Procedure No. 38, “Unaudited Financial State­
ments,” to clarify the reporting requirements and other responsi­
bilities of a CPA in connection with unaudited financial state­
ments. SAP No. 38 was incorporated in Statement on Auditing 
Standards No. 1 as section 516.1 The term “associated” as used in 
this guide (see page 8) is defined in section 516.03 of SAS No. 1.
This guide is intended to apply when a CPA is associated with 
unaudited financial statements which he has prepared or as­
sisted in preparing and which he has submitted to his client or 
others. Thus, the focus of this guide is upon engagements for the 
preparation of unaudited financial statements. For many CPAs, 
accounting engagements of this type, which often include the 
preparation of income tax returns as well, are an important ele­
ment of their practice; for others, such engagements constitute 
their entire practice. In some engagements, the CPA maintains 
the client’s records; in other instances, he functions somewhat as 
if he were the controller of the client organization.
1 AICPA, 1973.
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A CPA may become associated with unaudited financial state­
ments under other circumstances. For example, he may be as­
sociated with unaudited financial statements because they are 
presented in a document, such as a prospectus, in which his 
report on audited statements appears (with his consent). Or, he 
may become associated with unaudited financial statements 
presented in quarterly reports of publicly traded companies by 
reason of the nature of services he performed with respect to 
such statements. As a practical matter, the accounting and the 
preparation of unaudited financial statements in such instances 
are ordinarily performed by the client rather than by the CPA. 
This guide is not intended to apply to a CPA’s conduct in those 
instances,2 except to the extent indicated in Chapter 5, which dis­
cusses special situations.
Accounting Services
Section 516.01 of SAS No. 1 discusses the nature of accounting 
services in an engagement involving unaudited financial state­
ments:
A certified public accountant may be engaged to prepare, or to 
assist his client in preparing, unaudited financial statements. This 
type of engagement is an accounting service as distinguished from 
an examination of financial statements in accordance with gener­
ally accepted auditing standards. This accounting service, which 
may include assistance in adjusting and closing the general books, 
frequently is rendered as an adjunct to the preparation of tax re­
turns. Although the certified public accountant may have pre­
pared, or assisted in preparing, unaudited financial statements, the 
statements are representations of management, and the fairness 
of their representation is management’s responsibility.
Section 516.02 states, in part:
The certified public accountant has no responsibility to apply 
any auditing procedures to unaudited financial statements.
These sections distinguish between an auditing service and an 
accounting service. Only when performing an examination of
2 See sections 516, 630, and 710 of SAS No. 1 for guidance in such 
instances.
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financial statements in accordance with generally accepted aud­
iting standards is the CPA serving in the capacity of an auditor; 
and only when he has made such an examination can he express 
an opinion concerning the financial statements. When he serves in 
any other capacity, he has no basis for expressing an opinion. Sec­
tion 516 of SAS No. 1 discusses the CPA’s association with un­
audited financial statements in such instances.
The extent of work to be performed by a CPA providing ac­
counting services will depend on various factors, among which 
are the nature and terms of the engagement and the extent of 
client participation in preparing the statements. Often, records 
are consulted, inquiries made, or documents read as a part of the 
process of assembling the financial statements or determining 
the accounting for a transaction. Also, inquiries may be made as 
to information to be included under generally accepted account­
ing principles in the financial statements and related notes. Some 
of these procedures might be used in either an unaudited finan­
cial statement engagement or an audit engagement. Unless per­
formed as part of an audit, such procedures do not provide a 
basis, in whole or in part, for formulating an opinion on financial 
statements.
Determining Whether Financial 
Statements Are Unaudited
Section 516.02 of SAS No. 1 gives the following definition for 
unaudited financial statements:
Financial statements are unaudited if the certified public ac­
countant (a) has not applied any auditing procedures to them 
or (b) has not applied auditing procedures which are sufficient 
to permit him to express an opinion concerning them. . . .
Element (a) of the definition is a truism. Element (b) involves 
the accountant’s judgment. Accordingly, the accountant must 
evaluate the procedures he has applied during the engagement, in 
the context of the purpose of the engagement and its objectives, 
to determine the type of report that he should issue. The critical 
question is whether the CPA has performed procedures sufficient 
to cause the engagement to be considered an audit. It is imprac­
ticable to delineate criteria regarding the extent to which auditing 
procedures must be applied in order to constitute an audit “in
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accordance with generally accepted auditing standards.” The 
CPA must view each engagement on its own merits and in the 
light of its purpose and must exercise his professional judgment 
in determining whether to characterize it as an audit engagement 
or one involving unaudited financial statements.
Purpose o f Engagement As a Determining Factor. Generally, 
the purpose of the engagement is the starting point. The CPA 
should consider whether an audit, even one of limited scope, is 
contemplated in the understanding between him and his client.
If the client is concerned primarily with an expression of opin­
ion on his financial statements by the CPA, then an audit in ac­
cordance with generally accepted auditing standards presumably 
is contemplated. On the other hand, if the client is concerned 
only with obtaining assistance in preparing his financial statements 
and is not concerned with the CPA’s expression of opinion on the 
statements, an audit presumably is not contemplated.
The CPA should discuss with his client the intended use of 
the statements. Sometimes a client is unable to make an accurate 
evaluation of the professional services he needs. The CPA should 
appraise the client’s needs and expectations and advise him as 
to the type of professional service appropriate in light of his ob­
jectives. An engagement letter that includes a description, as 
specific as possible, of the nature and extent of the accounting 
services to be performed is recommended.
An Illustration. To understand the foregoing, assume that the 
CPA has been engaged to conduct an unrestricted audit of the 
client’s financial statements and that he has been able to apply 
all the procedures he considers necessary for an examination in 
accordance with generally accepted auditing standards except 
that he has not been able to confirm the receivables or to satisfy 
himself concerning them by other auditing procedures. The re­
ceivables are so material that the CPA decides he cannot express 
an opinion on the financial statements. Are the financial state­
ments audited or unaudited? The criterion of intent points the 
way to the answer. Since the purpose of the engagement was to 
audit the financial statements and the accountant performed sub­
stantially all of the required procedures, the financial statements 
should not be considered unaudited. The omission of one signifi-
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cant auditing procedure does not by itself cause the financial 
statements to be unaudited.
In contrast, assume that in the course of an engagement to 
prepare unaudited financial statements the client informs the 
accountant that he is uncertain as to the accuracy of the accounts  
receivable ledger and requests the accountant to confirm the re­
ceivables and to reconcile any reported differences. Even though 
confirming receivables is a customary auditing procedure, it is 
deemed in this case to be part of an accounting service and is not 
being performed for the purpose of conducting an audit of the 
overall financial statements in accordance with generally accepted 
auditing standards. (Here, the wording of the confirmation re­
quest form should be modified so as to eliminate phrases such as: 
“as part of an examination of the financial statements. . . .”)
To see the matter in yet another light, assume that the client 
wishes an opinion on the amount of his accounts receivable for 
submission to a third party. The CPA would perform procedures 
required for this special engagement and would issue a special 
report.3 Procedures might be applied to records other than the 
accounts receivable ledgers. Nevertheless, financial statements 
as of the same date prepared by the CPA without an audit would 
be designated “unaudited.”
If the client requests the CPA to perform extensive procedures, 
the CPA should evaluate whether the engagement constitutes 
an examination in accordance with generally accepted auditing 
standards, albeit one restricted as to scope. The CPA can conclude 
that the examination is in accordance with such standards only 
if he is unrestricted in obtaining evidential matter regarding 
amounts, accounting principles, and adequacy of informative 
disclosure in all material aspects of the examination other than 
those identified in his report as having been affected by the 
restriction.
Although intent is important in determining whether financial 
statements are unaudited, other factors may require considera­
tion. For example, during an engagement, the accountant may 
decide to perform certain procedures in order to resolve ques­
tions with which he is confronted. He should evaluate whether, 
as a result of performing these procedures, the nature of the en­
gagement would change. If he concludes that it would, he may
3 See SAS No. 1, section 620, “Special Reports.”
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wish to discuss the matter with his client and revise the engage­
ment letter.
Distinctions Between Types of Disclaimers—
Comparison of Section 5 16 of SAS No. 1 and SAS No. 24
There has been some misunderstanding as to the appropriate 
statement of scope when there are scope limitations. Section 
516.02 of Statement on Auditing Standards No. 1 states, in part:
Financial statements are unaudited if the certified public ac­
countant (a) has not applied any auditing procedures to them or
(b) has not applied auditing procedures which are sufficient to 
permit him to express an opinion concerning them.. . .
On the other hand, paragraph 10 of SAS No. 2 states, in part:
The auditor can determine that he is able to express an un­
qualified opinion only if his examination has been conducted in 
accordance with generally accepted auditing standards and if he 
therefore has been able to apply all the procedures he considers 
necessary in the circumstances. Restrictions on the scope of his 
examination, whether imposed by the client or by circumstances 
such as the timing of his work, the inability to obtain sufficient 
competent evidential matter, or an inadequacy in the accounting 
records, may require him to qualify his opinion or to disclaim an 
opinion.
Paragraph 12 of SAS No. 2 continues, in part:
Restrictions on the application of . . . audit procedures to im­
portant elements of the financial statements require the auditor to 
decide whether he has examined sufficient competent evidential 
matter to permit him to express an unqualified or qualified opin­
ion, or whether he should disclaim an opinion.
Those two Statements on Auditing Standards deal with differ­
ent sets of circumstances having different reporting consequences. 
Under both forms of reporting, if a CPA becomes aware that fi­
nancial statements are not in conformity in certain respects with 
generally accepted accounting principles, and the client does not 
agree to revise the statements, the CPA should express in his re­
4 SAS No. 2, issued in October 1974, superseded, among others, sec­
tion 514 of SAS No. 1, which discussed disclaimers of opinion.
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port his reservations as to the departures. In an unaudited state­
ment engagement, the CPA is not expected to uncover departures 
from generally accepted accounting principles; he is not required 
to report any such departures unless they have come to his at­
tention. If the CPA audits the statements but disclaims an opin­
ion in accordance with SAS No. 2, he has the same responsibility 
to inform himself concerning the financial statements as he would 
have if he were expressing an opinion, except in regard to those 
matters that would have been disclosed by the auditing proce­
dures that he states have been omitted. If the only auditing pro­
cedure omitted is observation of physical inventory or confirma­
tion of receivables, the financial statements usually are not un­
audited. SAS No. 2 rather than section 516 of SAS No. 1 would 
apply.
The Disclaimers Contrasted. The wording of a disclaimer is­
sued when financial statements are unaudited differs markedly 
from that of a disclaimer issued when financial statements are 
audited but audit scope has been limited.
Section 516.04 of SAS No. 1 recommends the following form of 
disclaimer when financial statements are unaudited:
The accompanying balance sheet of X Company as of Decem­
ber 31, 19.........., and the related statements of income and re­
tained earnings and changes in financial position for the year then 
ended were not audited by us and accordingly we do not express 
an opinion on them.
Paragraph 47 of SAS No. 2 illustrates a disclaimer of opinion 
based on a scope limitation:
(Scope paragraph)
. . .  Except as set forth in the following paragraph, our examina­
tion was made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered 
necessary in the circumstances.
(Separate paragraph)
The Company did not take a physical inventory of merchan­
dise, stated at $ ..........in the accompanying financial statements
as of December 31, 19xx, and at $ ..........as of December 31, 19x1.
Further, evidence supporting the cost of property and equipment 
acquired prior to December 31, 19xx is no longer available. The
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Company’s records do not permit the application of adequate 
alternative procedures regarding the inventories or the cost of 
property and equipment.
(Disclaimer paragraph)
Since the Company did not take physical inventories and we 
were unable to apply adequate alternative procedures regard­
ing inventories and the cost of property and equipment, as noted 
in the preceding paragraph, the scope of our work was not 
sufficient to enable us to express, and we do not express, an opin­
ion on the financial statements referred to above.
Association
The provisions of section 516 of SAS No. 1 apply when a CPA 
is associated with unaudited financial statements. Section 516.03, 
cited below in pertinent part, gives the following criteria for 
determining if the accountant is associated with unaudited finan­
cial statements.
A certified public accountant is associated with unaudited fi­
nancial statements when he has consented to the use of his name 
in a report, document, or written communication setting forth or 
containing the statements. Further, when a certified public ac­
countant submits to his client or others, with or without a covering 
letter, unaudited financial statements which he has prepared or 
assisted in preparing, he is deemed to be associated with such 
statements. This association is deemed to exist even though the 
certified public accountant does not append his name to the 
financial statements or uses “plain paper” rather than his own 
stationery.
Thus, if a CPA issues unaudited statements on his stationery, he 
is associated with the statements. Also, if a CPA prepares or as­
sists in preparing financial statements for a client on “plain paper” 
and submits them to his client or someone else, he is associated 
with the statements.
Computer-Prepared Statements. The process by which finan­
cial statements are prepared does not alter the criteria for deter­
mining whether a CPA is associated with them. Therefore, the 
criteria for association established in section 516.03 apply to com­
puter-prepared statements.
If the statements are processed on a computer controlled by 
the CPA, he is deemed to have prepared them and is associated
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with them. However, if the statements are processed by an inde­
pendent computer service company, whether the CPA is associ­
ated with them depends on the circumstances. If the computer 
input data are prepared by the client and submitted by the client 
to an independent computer service company, and the processed 
financial statements are returned directly to the client, the CPA 
is obviously not associated. In addition, the CPA cannot be con­
sidered to be associated merely because the client consults with 
him on accounting or data-processing matters prior to submitting 
the data for processing. However, if, for example, the CPA pre­
pares the computer input data, or receives the input data from 
the client and reviews it before it goes to the service company, he 
is associated with the resulting statements.
Ancillary Services. Section 516.03 of SAS No. 1, cited in part 
above, also includes the following:
However, association does not arise if the accountant, as an 
accommodation to his client, merely types on “plain paper” or 
reproduces unaudited financial statements so long as he has not 
prepared or otherwise assisted in preparing the statements and so 
long as he submits them only to his client.
When an accountant is performing ancillary services for a client, 
such as typing or reproducing, he should exercise care to avoid 
unintended association. He should inform the client that the 
service is an accommodation, that it is not to be construed as an 
accounting or auditing service, and that the financial data to be 
typed will not be reviewed by the accountant as to either form 
or content.
Use o f the CPA’s Name by the Client. Companies sometimes 
disseminate reports in which there are unaudited financial state­
ments and in which a CPA’s name is mentioned in the text al­
though the CPA did not prepare or assist in preparing the un­
audited statements. Section 516.10 provides that, in such in­
stances, a certified public accountant “should request (a) that his 
name not be included in the report, or (b) that the financial 
statements be marked as unaudited and that there be a notation 
that he does not express an opinion on them.” An example of a 
notation that may be inserted by the client follows:
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The financial information included herein has been prepared 
by management and has not been audited by independent cer­
tified public accountants.
If the client does not comply with the CPA’s request for inclusion 
of a notation, the CPA should ask that his name not be used.
Listing Applications. When a company that is listed on one 
of the major stock exchanges issues additional shares, the stock 
exchange ordinarily requires the company to file a listing appli­
cation. If the additional shares are issued in a business combina­
tion, the financial statements of the acquired company must be 
included in the application. They may be unaudited statements 
prepared by an officer of the acquired company. The text of the 
listing application usually contains a statement that the account­
ing treatment ( “pooling of interests” or “purchase”) for the busi­
ness combination has been reviewed and approved by the issuer’s 
independent accountants as being in conformity with generally 
accepted accounting principles.
In this case, the issuer’s independent accountants are deemed 
not to be associated with the unaudited statements in the listing 
application and a disclaimer of opinion is not required. However, 
if the CPA is referred to in connection with the unaudited finan­
cial statements, the provisions of section 516 must be followed.5
5 See Auditing Interpretations, “Unaudited Financial Statements in 
Listing Applications,” Journal of Accountancy, July 1974, p. 68.
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Chapter 2
Engagement Letters
This chapter considers the role of engagement letters when 
CPAs accept engagements involving unaudited financial state­
ments. Engagement letters are widely used in practice for pro­
fessional engagements of all types, and their continued use is 
encouraged.
Preliminary Arrangements
Before preparing the engagement letter, the CPA ordinarily 
confers with his client to obtain or confirm information such as 
the following:
1. Nature of the services desired, including tax or management 
services.
2. Purpose for which the financial statements are to be used 
(internal use only, credit purposes, other).
3. Form and content of the financial statements.
4. Date and period to be covered by the financial statements.
5. Date the client will need the financial statements.
6. Extent to which the CPA may use client employees and fa­
cilities.
7. Fee arrangements.
Engagement Letter
Purpose. The purpose of the engagement letter is to provide a 
written record of the agreement with the client as to the services
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to be provided. To be useful, an engagement letter should state 
clearly the nature and limitations of the services to be performed, 
in order to avoid, to the extent possible, misunderstandings that 
might otherwise arise.
Many people do not realize that CPAs commonly offer a wide 
range of services in addition to auditing, including the account­
ing services involved in preparing unaudited financial state­
ments. Unless the CPA is explicit in reaching and expressing an 
understanding with his client, the client may believe that the 
statements will be audited. The engagement letter should state 
specifically that the services contemplated do not constitute an 
audit. Other services that the CPA is to provide, such as prepar­
ing tax returns, should be specified. Also, it is desirable to de­
scribe any work that the client’s own staff is to perform. The 
letter should state that the services contemplated are not de­
signed to uncover defalcations and similar irregularities.
Engagement letters are important in recurring engagements 
as well as in new ones. It is often useful to update or otherwise 
revise letters on recurring engagements annually or at some other 
interval. To ensure understanding, the CPA may request the cli­
ent to sign a copy of the engagement letter.
Contents. The engagement letter, to be most useful in accom­
plishing its purpose, ordinarily would contain the following in­
formation:
1. Addressee. The letter would ordinarily be addressed to the 
person or group who retained the accountant. If the account­
ant is elected by the board of directors of a corporate client, 
the letter might be addressed to the board, its chairman, or the 
chief executive officer, depending on the arrangement. If the 
CPA is appointed by a committee (such as a finance com­
mittee ) the letter might be addressed to the committee. If the 
agreement is with a corporate official, the letter might be 
addressed to him.
2. Description o f services. The letter would describe as “ac­
counting services” the services the CPA is to perform. The 
letter would also state that the services will not constitute an 
audit.
3. Disclaimer. The letter would state that the CPA will issue a 
disclaimer of opinion on the unaudited financial statements
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and that his disclaimer would include any reservations he has 
regarding departures from generally accepted accounting 
principles of which he becomes aware.
4. Reference to procedures. Ordinarily, the letter would not 
mention any procedures that the CPA may perform. However, 
if the client specifies procedures which he wants the CPA to 
perform as part of the engagement, the letter would describe 
such procedures and indicate clearly that they do not con­
stitute an audit of the financial statements.
5. Defalcations. The letter would include a statement regarding 
the limitations of the engagement as to the possibility of 
detecting defalcations and fraud.
6. Agreement concerning fees. The letter would include a state­
ment concerning the fee arrangement, the billing basis and 
the frequency of billing and payment.
Sample Letter. Below is a sample engagement letter for an
unaudited financial statement engagement.
Chairman of the Board of Directors 
ABC Company
This letter is to confirm our understanding of the terms of our 
engagement and the nature and extent of the accounting services 
we will provide.
Our services will not constitute an audit of the financial state­
ments of ABC Company; consequently we will not be in a posi­
tion to express an opinion on the financial statements and will 
issue a disclaimer of opinion with respect to them. Our disclaimer 
will disclose any departures from generally accepted accounting 
principles of which we become aware.
We will perform the following services:
1. We will prepare without audit a balance sheet for ABC Com­
pany as at December 31, 19xx, and related statements of in­
come, retained earnings, and changes in financial position 
for the year then ended. These statements will be prepared 
from the general ledger and other information you furnish us. 
Before issuance, the statements will be subject to your accept­
ance and approval inasmuch as financial statements are the 
representations and the primary responsibility of company 
management.
2. We will discuss with the officers and directors of the com­
pany such suggestions and recommendations concerning the
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accounting methods and financial affairs of the company that 
may occur to us in the course of our work.
3. We will prepare the federal and (name of state) income tax 
returns of ABC Company for the year 19xx, and we will ad­
vise you on income tax matters upon which you specifically 
request our advice.
Our engagement will not be designed, and cannot be relied upon, 
to disclose fraud, defalcations, or other irregularities. However, 
we will inform you of any matters that come to our attention 
which cause us to believe that such a condition exists.
Our fees for these services will be computed at our standard rates 
and will be billed monthly as the work progresses. Bills for ser­
vices will be due when rendered.
We shall be pleased to discuss this letter with you at any time 
and to explain the reasons for any items.
If the foregoing is in accordance with your understanding, will 
you please sign the copy of this letter in the space provided and 
return it to us.1
Acknowledged:
ABC Company
Chairman, Board of Directors
Date ~
Sincerely yours,
(Signature of CPA)
1 Some CPAs prefer not to obtain an acknowledgement, in which case 
their letter would omit the spaces for acknowledgement and the 
paragraph beginning “If the foregoing . . . .” The first paragraph of 
their letter might begin as follows: “This letter sets forth our under­
standing of the terms of our engagement . . . .”
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Chapter 3
Professional Care
This chapter discusses the nature of the responsibility a CPA 
assumes in connection with the preparation of or assistance in 
the preparation of unaudited financial statements and how he can 
fulfill it. It also provides sample procedures, consisting prin­
cipally of inquiries, which may be used in an engagement for 
the preparation of unaudited financial statements. These are 
recommended with the proviso that a CPA should use them if, 
in his judgment, they are applicable in the circumstances of his 
engagement. It is not intended that all such procedures would be 
used in every engagement or that other procedures may not be 
useful in some engagements.
Exercise of Professional 
Skill and Care
Section 516 strives to distinguish the services a CPA performs 
when he prepares or assists in preparing unaudited financial state­
ments from auditing services, but this distinction does not free 
the CPA of responsibility. As a certified public accountant, he 
is expected to perform with reasonable skill and care any services 
he undertakes in his professional capacity.
Cooley On Torts discusses a professional’s duty to exercise 
care in the service he is performing:
Every man who offers his service to another and is employed 
assumes the duty to exercise in the employment such skill as he 
possesses with reasonable care and diligence. In all these employ­
ments where peculiar skill is prerequisite, if one offers his service, 
he is understood as holding himself out to the public as pos­
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sessing the degree of skill commonly possessed by others in the 
same employment, and, if his pretentions are unfounded, he com­
mits a species of fraud upon every man who employs him in 
reliance on his public profession.
This philosophy applies to all professional engagements. The 
practitioner is expected to use, with reasonable care and dili­
gence, the skills common to his profession in carrying out the 
terms of his engagement. The nature of the engagement deter­
mines what skills are to be applied and what constitutes reason­
able care and diligence in the circumstances.
Fair Presentation in Conformity W ith  G A A P
Since the CPA has not performed an audit, he cannot be ex­
pected to know whether the unaudited statements are in con­
formity with generally accepted accounting principles (which 
include adequate disclosure). However, he has extensive knowl­
edge of generally accepted accounting principles and experience 
in their application, and he cannot close his eyes to financial 
statements that, on their face or on the basis of facts known to 
him, are not in conformity with such principles.
The CPA may acquire knowledge of facts concerning un­
audited financial statements in a variety of ways:
1. He may have examined the financial statements for a prior 
period, and he may have obtained facts in question in that 
engagement.
2. He may have obtained information pertinent to interim un­
audited financial statements in doing preliminary work for 
an annual audit.
3. He may have obtained information through the preparation 
of tax returns or the giving of tax advice.
4. The client may have told the CPA about an unacceptable or 
inconsistent accounting treatment.
5. It may be obvious from a reading of the financial statements 
(including their notes) that the statements do not conform 
with generally accepted accounting principles.
Below is a partial list of situations that a CPA associated with 
unaudited financial statements may recognize as incomplete or 
questionable accounting treatments or as inadequate disclosures.
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1. Use of a basis of accounting other than the accrual basis in 
statements that purport to present financial position or re­
sults of operations.
2. Failure to classify assets and liabilities as either current or 
noncurrent, where appropriate.
3. Inclusion of assets at appraisal ( or market) values in excess 
of cost, where inappropriate.
4. Failure to disclose the basis for stating inventories, property 
and equipment, marketable securities, investments, intan­
gibles, or other assets.
5. Failure to disclose the method of determining cost of in­
ventories or to price inventories at lower of cost or market.
6. Failure to disclose the maturities, interest rates, collateral, 
conversion rates, or restrictive covenants of long-term debt.
7. Failure to provide for income taxes.
8. Omission of description and details of capital stock.
9. Failure to disclose contingent liabilities and commitments, 
including lease commitments.
10. Failure to disclose that the ability of the company to con­
tinue in operation is questionable.
11. Failure to disclose restrictions relating to retained earnings.
12. Failure to disclose depreciation method or expense for the
13. Failure to disclose earnings per share information.
14. Omission of statement of changes in financial position.
15. Failure to disclose significant accounting policies.
The above list, although extensive, is not meant to be all- 
inclusive. The CPA should consider the pronouncements of au­
thoritative bodies designated by the American Institute of Certi­
fied Public Accountants to establish accounting principles since 
they pertain to unaudited as well as to audited statements.
Discovery of Fraud and Defalcations
Legal actions against CPAs result occasionally from miscon­
ceptions concerning their responsibility to discover fraud, de­
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falcations, and other irregularities. This raises the question: What 
is the accountant’s responsibility, if any, for detecting fraud and 
defalcations? It is reasonable to believe that, when a CPA is en­
gaged to render an accounting service in connection with un­
audited financial statements, any responsibility he may have for 
detecting irregularities does not arise from the existence of gener­
ally accepted auditing standards and is, in any event, less burden­
some than the responsibility he would have if he had been en­
gaged to make an audit.1 In light of the previous discussion con­
cerning a professional’s duty to exercise care, it also is reasonable 
to believe that in an unaudited statement engagement a CPA’s 
responsibility with respect to irregularities is limited to inform­
ing his client of any matters that come to his attention which 
cause him to believe that an irregularity exists. In particular, the 
CPA has no obligation to apply procedures whose purpose is to 
bring to light indications that a fraud or defalcation may have 
occurred. This assumes, of course, that the CPA has not entered 
into a special agreement with his client to undertake such pro­
cedures.
Suggested Procedures
A CPA engaged to prepare or to assist in preparing unaudited 
financial statements may decide to make inquiries or perform 
other procedures as part of his accounting services.
Developing Procedures. Inquiries and procedures the CPA may 
consider fall into two categories. Those in the first category deal 
with the existence of accounting records; those in the second deal 
with the application of accounting principles (including ade­
quate disclosure).
With regard to accounting records, the CPA may consider 
whether the client is able to provide the information needed for 
financial statements, including that necessary to compute ac­
cruals, make appropriate adjustments, and determine the proper 
presentation of unusual transactions.
With regard to the accounting principles applied in preparing 
the financial statements, the accountant may wish to use pro­
1 See SAS No. 1, section 110.05.
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cedures consisting primarily of inquiries directed to management 
and financial personnel to obtain information as to whether the 
statements conform with generally accepted accounting prin­
ciples. If the results of his inquiries or observations, or the finan­
cial statements on their face, raise questions as to the reason­
ableness of the information obtained, the CPA, in resolving 
those questions, may wish to make further inquiries or to con­
sult the client’s records to gain a better understanding of the 
information.
Checklists. In developing procedures for unaudited financial 
statements, the CPA may consider preparing a checklist. Check­
lists are helpful in that they lend assurance against oversight and 
provide a record of procedures performed. Such a checklist may 
include inquiries and procedures that in the CPA’s judgment 
may not be applicable in all situations. For example, if the CPA 
has performed an audit for the prior period, the application of 
certain procedures that might otherwise be appropriate may be 
unnecessary.
When a checklist is used, it is a sensible precaution to identify 
it as such and not label it as an “audit program.”
Examples. Below are questions that a CPA may consider in 
developing a list of inquiries and other procedures to be used 
in unaudited financial statement engagements. These questions 
are for illustrative purposes only. They do not necessarily apply 
to every engagement, and the list is not necessarily all-inclusive.
General
1. Is trial balance supported by general ledger account balances?
2. Have subsidiary ledgers been reconciled with general ledger 
control accounts?
3. Have accounting principles been applied consistently?
Cash
Have bank reconciliations been prepared?
Receivables
1. Has allowance been provided for doubtful accounts?
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2. Are receivables from employees, shareholders, affiliated organ­
izations, etc., separately disclosed?
3. Have receivables been discounted, pledged, or factored? 
Inventory
1. What is the method of determining inventory quantities?
2. What is the basis for pricing inventory?
3. Is there any—
a. Obsolescence problem?
b. Unrecorded inventory (located at client’s premises or else­
where)?
c. Inventory owned by others (consigned, bill-and-hold,
etc.)?
d. Inventory encumbrance?
Property, Plant, and Equipment
1. How stated, cost or other?
2. What depreciation method is used; is it consistent; what is 
the amount of depreciation expense for the period?
3. Are there unrecorded additions, retirements, abandonments, 
sales, or trade-ins?
4. Is property mortgaged or otherwise encumbered?
5. What is the policy of capitalizing or expensing repairs and 
betterments?
Other Assets
1. What is the basis for stating prepayments, deferred charges, 
investments, etc.?
2. What amortization methods are used?
3. Are assets pledged?
Liabilities
1. Are there unrecorded payables?
2. Are assets pledged as collateral?
3. Are payables to employees, shareholders, affiliated companies, 
etc., classified separately?
4. Have accruals been recorded?
5. Are there contingent liabilities, such as discounted notes,
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drafts, endorsements, warranties, litigation, unsettled claims, 
and taxes in dispute?
6. Have income tax accruals been made?
7. Is debt properly classified as to current portion and long-term 
portion?
8. What are long-term liability maturities, interest rates, col­
lateral, conversion rates, restrictions; were there defaults with 
respect to any covenant?
9. Are there contractual obligations for construction or purchase 
of real property, equipment, etc.; commitments to purchase 
or sell company securities, options, lease commitments, etc.?
Equity Accounts
1. Were there changes in equity accounts?
2. Are there matters that require disclosure (descriptions and 
details of capital stock, stock options, warrants, dividend re­
strictions, etc.)?
Income and Expenses
1. Were cutoffs of sales and purchases, etc., made?
2. Were there abnormal variations between periods in income 
and expense accounts?
3. What is the method of recognizing income and the proper 
matching of costs and revenues?
At the completion of the engagement, some CPAs obtain from 
the client a letter acknowledging that the client accepts responsi­
bility for the financial statements.
Disclosure Checklist. In addition to an inquiry checklist, some 
practitioners use a “financial statement presentation checklist” 
for disclosures required by generally accepted accounting prin­
ciples.
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Chapter 4
Types of Disclaimer of Opinion 
for Unaudited Statements
When a certified public accountant is associated with un­
audited financial statements, he should issue a disclaimer of 
opinion and mark each page “unaudited” (except as noted on 
pages 33 and 34).
The Disclaimer Recommended 
by Section 516
Section 516.04 of SAS No. 1 states:
A disclaimer of opinion should accompany unaudited financial 
statements with which the certified public accountant is associ­
ated. The disclaimer of opinion is the means by which the certi­
fied public accountant clearly indicates the fact that he has not 
audited the financial statements and accordingly does not ex­
press an opinion on them. An example of such a disclaimer of 
opinion is as follows:
The accompanying balance sheet of X Company as of Decem­
ber 31, 19.........., and the related statements of income and re­
tained earnings and changes in financial position for the year then 
ended were not audited by us and accordingly we do not express 
an opinion on them.
(Signature and date)
The disclaimer of opinion may accompany the unaudited finan­
cial statements, or it may be placed directly on them. In addi­
tion, each page of the financial statements should be clearly and 
conspicuously marked as unaudited.
Different Wording to Be Avoided. The recommended disclaimer 
is intentionally brief. Attempts to find substitutes for the recom­
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mended simple language—or attempts to expand the report un­
necessarily—frequently result in report language that is techni­
cally inaccurate and is likely to mislead readers.
For instance, using an expression such as “without complete 
audit verification” or “the examination performed was not in 
accordance with generally accepted auditing standards” implies 
that some type of audit was performed, and the CPA may find 
he has assumed more responsibility than he intended.
Another example of inappropriate wording in a report on un­
audited statements is “our examination included verification of 
certain assets and liabilities.” That wording is deficient on sev­
eral counts. It is a departure from section 516.09, which generally 
prohibits describing any procedures performed. In addition, it 
implies that an examination of some sort was made. The word 
“verification” attributes exactitude to the financial statement 
items it cites, and it conveys a degree of assurance that would 
be inappropriate even in an audit.
Procedures Should Not Be Described. Procedures performed 
by the CPA during an unaudited statement engagement should 
not be described in the disclaimer of opinion. The reason, as 
stated in section 516.09, is that describing procedures “might 
cause the reader to believe that the financial statements have 
been audited.”
Section 516.09 lists two exceptions: (a) in connection with 
letters for underwriters (“comfort letters”)1 and (b) letters is­
sued pursuant to agreements between a prospective buyer and 
a prospective seller of a business. In those situations, the CPA re­
stricts distribution of his letter or report solely to the specified 
parties involved.
Dating the Disclaimer. The CPA’s disclaimer should be dated 
as of the date when all significant inquiries and procedures have 
been completed.
Variations From the Usual Disclaimer
The CPA should recognize and deal with departures from gen­
erally accepted accounting principles that become known to him.
1 Letters for underwriters are discussed in SAS No. 1, section 
630.16-27.
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Section 516.06 provides that a CPA should insist on appropriate 
revision of unaudited financial statements with which he is as­
sociated if he knows that they are not in conformity with gen­
erally accepted accounting principles. And if the revisions are not 
made, he should set forth his reservations in his disclaimer of 
opinion. A CPA’s reservations may be concerned with incomplete 
or unacceptable accounting, improper presentation, or lack of 
disclosure.
Section 516.06 also states that “the disclaimer should refer 
specifically to the nature of his reservations and to the effect, if 
known to him, on the financial statements.” If the effects of a 
matter giving rise to a CPA’s reservations are not readily deter­
minable, he is not obligated to determine them. If the CPA knows 
the effects, he should disclose them in his report, avoiding any 
implication that the information is based on audited data.
Section 516.07 adds that, if the client will not agree to the 
appropriate revision or will not accept the CPA’s disclaimer of 
opinion with the reservations clearly set forth, the CPA should 
refuse to be associated with the financial statements and, if neces­
sary, withdraw from the engagement.
Following are examples of disclaimers of opinion with reser­
vations because of departures from GAAP.
Inventories stated at less than cost 
The accompanying balance sheet of the XYZ Company as of 
December 31, 19xx, and the related statements of income, retained 
earnings, and changes in financial position for the year then 
ended were not audited by us and accordingly we do not express 
an opinion on them.
Under generally accepted accounting principles, the compo­
nents of inventory cost consist of material, labor, and overhead. 
Management has informed us that the inventory of finished 
goods is stated in the accompanying financial statements at ma­
terial cost only. The effects of this departure from generally ac­
cepted accounting principles on the accompanying financial state­
ments have not been determined.
Land recorded at appraisal values
(Unaudited Disclaimer Paragraph)
Under generally accepted accounting principles, land is ordi­
narily stated at cost. Management has informed us that the com­
pany has recorded its land at appraised value and that if gen­
erally accepted accounting principles had been followed, the
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land account and stockholders’ equity would have been decreased 
by $ ......................
Omission of disclosure of restrictions on retained earnings 
(Unaudited Disclaimer Paragraph)
The financial statements fail to disclose that the debentures is­
sued on July 15, 19x1, limit the payment of cash dividends to the 
amount of earnings after December 31, 19x2. The company’s 
statements of income for the years 19x3 through 19xx, all of 
which are unaudited, show this amount to be $ ...............Gener­
ally accepted accounting principles require disclosure of matters 
of this nature.
Omission of disclosure of contested income tax deficiency 
(Unaudited Disclaimer Paragraph)
Management has informed us that the company is presently 
contesting deficiencies in federal income taxes proposed by the 
Internal Revenue Service for the years 19xx through 19xx; that 
the aggregrate amount, exclusive of interest, approximates
$..........; that, due to conflicting federal court decisions, further
litigation may be required; that the extent of the company’s lia­
bility, if any, and the effects on the accompanying financial state­
ments are not determinable at this time; and that no provision 
has been made therefor in the financial statements. The financial 
statements fail to disclose these matters. Generally accepted ac­
counting principles require disclosure of matters of this nature.
Omission of statement of changes in financial position2 
The accompanying balance sheet of X Company as of Decem­
ber 31, 19xx, and the related statement of income and retained 
earnings for the year then ended were not audited by us and ac­
cordingly we do not express an opinion on them.
The company has not presented a statement of changes in fi­
nancial position for the year ended December 31, 19xx. Omission 
of that statement is a departure from generally accepted account­
ing principles.
Internal-Use Statements
Disclosures. Section 516 precludes an accountant generally 
from being associated with unaudited financial statements that 
do not include adequate disclosure unless he clearly sets forth his 
reservations, but makes an exception for statements that are pre­
pared for a client’s internal use only. Section 516.05 states:
2 See SAS No. 1, section 516.08.
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For such statements, it might not be necessary to include all foot­
notes or other disclosures that might otherwise be desirable. Un­
der these circumstances, the accountant should add to the dis­
claimer of opinion a sentence to the effect that the financial state­
ments are restricted to internal use by the client and therefore 
do not necessarily include all disclosures that might be required 
for a fair presentation in conformity with generally accepted ac­
counting principles.
The distinction between general-use and internal-use statements 
recognizes differences in the needs of different statement users. 
Whereas the disclosures required under generally accepted ac­
counting principles are essential for users who are not members 
of the issuing company’s management, such disclosures may be 
relatively unimportant for those who are. Although section 516.05 
permits the omission of disclosures in internal-use statements, 
other departures from generally accepted accounting principles 
in such statements require the CPA to express his reservations 
in his report.
Section 516.05 does not specify which disclosures may be ex­
cluded. The manner in which the client intends to use the state­
ments within its organization will indicate to the CPA which dis­
closures may be omitted. If disclosures of certain items are not 
considered necessary to the client, the CPA may omit them if 
there are no other violations of GAAP relating to the omissions. 
For example, disclosure of the depreciation method used during 
the period may be omitted if it is not necessary for the client’s 
needs. However, if depreciation expense is computed on a re­
placement cost basis, which is contrary to generally accepted ac­
counting principles, the accountant should express a reservation 
as to the incorrect treatment.
Restrictions As to Use. When internal-use statements are issued, 
the CPA should indicate clearly the restrictions placed on their 
use. The report might be worded as follows:
The accompanying balance sheet of X Company as of De­
cember 31, 19xx, and the related statements of income, retained 
earnings, and changes in financial position for the year then 
ended were not audited by us and accordingly we do not ex­
press an opinion on them. These financial statements are incom­
plete presentations because they do not include all the disclosures 
required by generally accepted accounting principles; they should
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not be used by anyone who is not a member of the company’s 
management.
Departures From GAAP. When there is a departure from gen­
erally accepted accounting principles other than as to disclosure 
in internal-use statements, the CPA should set forth his reserva­
tions as he would if the statements had been prepared for gen­
eral use.
Statement of Changes in Financial Position. APB Opinion No. 
19 requires that a statement of changes in financial position be 
presented whenever a balance sheet and income statement are 
presented. However, the Board recognized that such a statement 
might be omitted for internal-use statements.3 Section 516.08 
specifies the manner of reporting when a statement of changes is 
omitted from unaudited statements, drawing a distinction be­
tween internal-use statements and general-use statements. The 
pertinent portion of section 516.08, dealing with internal-use 
statements, states:
When such statements are restricted to internal use by the client, 
the accountant normally will conclude that the omission requires 
him to add to his accompanying disclaimer of opinion, in addition 
to other required information, an indication that the statement of 
changes has been omitted.
An example of the CPA’s report under such circumstances for 
internal-use statements is as follows:
The accompanying balance sheet of X Company as of Decem­
ber 31, 19xx, and the related statements of income and retained 
earnings for the year then ended were not audited by us and ac­
cordingly we do not express an opinion on them. These financial 
statements are incomplete presentations because they do not in­
clude all the disclosures required by generally accepted account­
ing principles, including a statement of changes in financial posi­
tion; they should not be used by anyone who is not a member 
of the company’s management.
Improper Use. Necessary disclosures should not be omitted 
when the CPA has reason to believe that the client intends to
3 See APB Opinion No. 19, footnote 3.
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distribute the report to third parties. The application of section 
516.05 is limited to statements that a client intends only for in­
ternal use.
A CPA should consider carefully the actions to take if he 
learns that his client has given restricted statements to a third 
party. Ordinarily, he should advise his client to revise the state­
ments to include the omitted disclosures and to send the revised 
statements to all those who received the original ones. He should 
then ascertain that the previously omitted disclosures have been 
included before the revised statements are released.
Because of the problems that may be encountered when the 
internal-use restriction is ignored, a CPA should exercise caution 
when engaged to prepare internal-use statements. If he knows 
that the client intends to distribute the statements to outsiders, 
the statements should contain adequate disclosures; otherwise, 
the CPA should set forth his reservations in his report. If he is 
not certain of the client’s intentions, but believes that it is likely 
that the statements will not be restricted to internal use, he 
should insist that the statements be in conformity with generally 
accepted accounting principles following the prescriptions of sec­
tions 516.06 and .07 as discussed earlier in this chapter.4
Lack of Independence
An accountant who is not independent with respect to un­
audited financial statements with which he is associated should 
mention his lack of independence in his disclaimer of opinion, 
but he should not state why he is not independent. The question 
of independence is one he must decide as a matter of profes­
sional judgment.
If a CPA is not independent, the recommended disclaimer of 
SAS No. 1, section 517.03, is as follows:
We are not independent with respect to XYZ Company, and
the accompanying balance sheet as of December 31, 19.........., and
the related statements of income and retained earnings and 
changes in financial position for the year then ended were not
4 The substance of this paragraph was covered by an Auditing Inter­
pretation, “Disclosures in Internal Use Unaudited Statements,” Jour­
nal of Accountancy, May 1972, p. 74.
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audited by us; accordingly, we do not express an opinion on 
them.
In addition to the disclaimer, each page of the financial state­
ments should be marked “unaudited—see accompanying dis­
claimer of opinion,” unless the disclaimer of opinion appears 
thereon.
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Chapter 5
Miscellaneous Topics
This chapter provides guidance in several areas that have 
proven to be troublesome to CPAs in applying section 516 of 
SAS No. 1. Some of the topics considered, such as comparative 
statements, are mentioned in section 516 and are elaborated upon 
herein, while other topics pertain to matters that were not dealt 
with expressly in section 516.
Applicability to Tax Returns
Section 516.13 states the following:
This section does not apply to tax returns and other data pre­
pared solely for submission to taxing authorities.
Consequently, when a CPA is engaged to prepare a tax return, 
and the return is prepared solely for submission to taxing author­
ities, section 516 does not apply and it is not necessary to append 
a disclaimer of opinion nor to mark the tax return as “unaudited.”
Credit Grantors' Forms
It is common practice for credit grantors to request financial 
data, often unaudited. Some credit grantors require prospective 
borrowers to complete preprinted forms. A CPA may appro­
priately recommend to his client that unaudited financial state­
ments, together with the CPA’s disclaimer of opinion meeting 
the requirements of section 516, be submitted in lieu of the form.
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As a rule, credit grantors accept this alternative. If the credit 
grantor insists that the prescribed form be used, a CPA assisting 
in preparing it should append a disclaimer of opinion and should 
mark all pages “unaudited.” Frequently, the format for such 
credit grantors’ forms excludes items that are necessary if state­
ments are to be presented in conformity with generally accepted 
accounting principles. In those instances, the CPA should set 
forth clearly, in his disclaimer of opinion, his reservations as to 
such exclusions.
Cash-Basis Statements1
A CPA may be engaged to prepare or assist in preparing un­
audited statements on a cash basis. Since cash-basis statements 
ordinarily do not present financial position (balance sheet) and 
results of operations ( income statement and statement of retained 
earnings), a statement of changes in financial position need not 
be included.2
A disclaimer of opinion on cash-basis statements might be 
worded as follows:
The accompanying statement of assets and liabilities resulting 
from cash transactions of XYZ Corporation as of December 31, 
19xx, and the related statement of revenues collected and expenses 
paid during the year then ended were not audited by us and ac­
cordingly we do not express an opinion on them.
The cash-basis statements should disclose that they have been 
prepared on the basis of cash receipts and disbursements. If the 
CPA thinks that misleading inferences may be drawn from the 
statements, he should include an explanation in his disclaimer 
that the statements do not present financial position and results 
of operations. This might be accomplished by adding the follow­
ing paragraph to his disclaimer:
Because of the omission of accounts receivable and accounts 
payable, the statements referred to above do not present the 
financial position or results of operations of the company.
1 See SAS No. 1, section 620.05-.06.
2 See APB Opinion No. 19.
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Subsequently Acquired Information 
Concerning Previously Issued Statements
A CPA associated with unaudited financial statements may be­
come aware, subsequent to the issuance of his disclaimer of 
opinion, of relevant facts that existed at the time of issuance. The 
facts may indicate that the previously issued statements may not 
have been in conformity with generally accepted accounting prin­
ciples. Had the information been known to him at the time he 
issued his disclaimer, the CPA, in following the requirements of 
section 516.06, would have insisted on revision of the financial 
statements; if that were not done, he would have set forth 
his reservations in his disclaimer of opinion or withdrawn from 
the engagement.
Section 561 of SAS No. 1, “Subsequent Discovery of Facts 
Existing at the Date of the Auditor’s Report,” provides guidance 
as to the actions to be taken by an independent auditor who, 
subsequent to the date of his report on audited  financial state­
ments, becomes aware that facts may have existed at that date 
which might have affected his report had he been aware of them. 
Section 561 does not apply to unaudited financial statements. 
Nevertheless, a CPA who is associated with unaudited statements 
and later becomes aware of facts that might have affected the 
statements or his disclaimer of opinion on them should consider 
consulting with his attorney and client as to what action should 
be taken in the circumstances. For example, it might be advis­
able to discuss the implications of section 561 and whether a 
parallel course of action is appropriate.
If the CPA, after consulting with his legal counsel, decides 
that the circumstances warrant a revision of the previously is­
sued statements, and the client agrees, a revised disclaimer of 
opinion should accompany the revised statements. The reasons 
for the revision should ordinarily be described in a note to the 
financial statements and referred to in the CPA’s report. An ex­
ample of a revised disclaimer follows:
The accompanying balance sheet of X Company as of July 31, 
1974 (as revised), and the related statements (as revised) of in­
come, retained earnings, and changes in financial position for the 
year then ended were not audited by us and accordingly we do 
not express an opinion on them. We previously issued a dis-
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claimer of opinion dated September 15, 1974, on the company’s 
originally issued unaudited financial statements as of the same 
date and for the same period.
The unaudited financial statements referred to in the preceding 
paragraph have been revised and reissued because additional in­
formation that affects them has become known subsequent to their 
original issuance. As a result of the circumstances described in 
Note A to the accompanying unaudited financial statements, the 
carrying value of the company’s investment in Y Company at 
July 31, 1974 has been reduced by $300,000 with corresponding 
decreases in retained earnings at that date and in net income for 
the year then ended.
Comparative Financial Statements
The annual reports of publicly held corporations typically in­
clude financial statements of the prior year for comparative pur­
poses. If the current year’s statements are audited and the prior 
year’s statements are unaudited, the latter should bear the legend 
"unaudited.” If the prior year’s statements are appropriately 
labeled as unaudited, it is not necessary for the independent 
auditor, reporting on his examination of the current year’s finan­
cial statements, to disclaim an opinion on the prior year’s un­
audited statements. The reason for this, as described in section 
516.11, is that the independent auditor’s report “limits his opinion 
to the current year’s financial statements.” Some CPAs, neverthe­
less, add a sentence to the scope paragraph of their report which 
indicates that the statements for the previous year, presented for 
comparative purposes, are unaudited.
A similar situation exists when unaudited financial statements 
are presented together with audited statements in a document 
filed with the Securities and Exchange Commission. A disclaimer 
of opinion on the unaudited statements is not necessary; however, 
all unaudited data should bear the legend “unaudited.”3 This is in 
accordance with section 516.12, which states:
. . . .  in documents filed with the Securities and Exchange Com­
mission . . . financial statements covering a number of years and 
possibly interim periods may be required. Under the rules and 
regulations of the Commission, certain of these financial state­
ments must be audited by independent public accountants, where­
3 For a more detailed discussion of the responsibilities inherent to fil­
ings under federal securities statutes, see SAS No. 1, section 710.
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as others may be included in the filings without audit. In such 
cases, it is not necessary that a disclaimer of opinion accompany 
the unaudited financial statements.
If an auditor has reservations as to unaudited statements for 
the prior year presented for comparative purposes with audited 
statements for the current year, he should make appropriate 
disclosure in his report on the current-year statements (see SAS 
No. 2, paragraph 49).
Working Papers
In engagements related to unaudited financial statements, work­
ing papers may include a description of the procedures followed 
by the accountant, the information obtained from such proce­
dures, and the conclusions drawn therefrom. Working papers may 
also include the engagement letter, checklists, analyses (if any 
are performed), letters of representation, tax returns, memo­
randa, and other information pertinent to the engagement.
Working papers vary according to the circumstances of the 
engagement. The main factors affecting the accountant’s judg­
ment as to quantity, type, and content of working papers desir­
able for a particular engagement include (a) the agreed upon 
scope of the engagement, (b ) the purpose and contemplated use 
of the unaudited statements (e.g., general or restricted), and
(c) the nature and condition of the client’s books and records.
In preparing his working papers for an unaudited statement 
engagement, a CPA should be careful to avoid using terminology 
implying that an audit is being performed. For example, profes­
sional fees should not be referred to in the working papers (or 
anywhere else) as “auditing fees.” Instead, an appropriate de­
scription might be “accounting fees” or “professional fees.”
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